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Corporate Profile 


Advocate Mines Limited owns and operates an open-pit asbestos mine and mill complex at Baie Verte on 
the north east coast of Newfoundland. The mine has a projected life of approximately 14 years. The mill 
has an operating capacity of 6,500 tonnes per day. Fibre production is shipped by boat from the 
Corporation’s warehouse located on tide water one mile from the mine. 


Two grades of asbestos cement fibre are produced and sold pursuant to long term sales contracts with 
Compagnie Financiere Eternit S.A. of Belgium and Johns-Manville Sales Corporation of the United States. 
Operations are managed by Johns-Manville Canada Inc. 


At December 31, 1979 Advocate’s work force included 527 hourly paid and 81 salaried employees, who, 
in 1979, were paid in excess of $12,000,000 in wages, salaries and benefits. In the last three years 
Advocate has contributed on average approximately $2,600,000 to the economy of Newfoundland in 
municipal, mining and income taxes and social security benefits. 


Environmental contro! and mine safety programs are active and continuous and involve employees, 
management and government working together to achieve one goal, a working environment which is safe 


and clean. 


Directors’ Report 


Your Corporation continued to be plagued by 
financial problems in 1979 losing $10,301,273 ($1.72 
per share) and ending the year in a deficit position. 
Of this loss approximately $1,301,803 ($.22 per 
share) is attributable to increased depreciation and 
amortization charges (net of applicable tax credits) 
resulting from the re-evaluation of ore reserves re- 
ferred to below. 


The previously announced unaudited loss of 
$8,999,470 ($1.50 per share), before the increased 
depreciation and amortization charges, is attribut- 
able to substantially lower than anticipated ore re- 
coveries, high waste to ore ratios and rapidly esca- 
lating operating costs. The average percent of fibre 
recovered from ore crushed in 1979 was 2.78% as 
compared with 3.67% in 1977 and 4.06% in 1976, 
the last two years in which your Corporation oper- 
ated profitably. Similarly, waste to ore ratio was 
5.32:1 in 1979 as against 4.0:1 in 1977 and 4.3:1 in 
1976. The Report of the Manager included herein 
speaks of the increase in operating costs. For pur- 
poses of comparison 1978 figures have not been 
used because of the 3 month strike that occurred in 
early 1978. 


As indicated in the accompanying Manager's 
Report operational improvements have been 
achieved and, it is safe to say, that if 1979 ore 
recoveries had been as originally projected, the 
Corporation’s position would be substantially im- 
proved. Early in 1979, because of lower than antici- 
pated ore recoveries, your manager, Johns-Manville 
Canada Inc. instituted a geological re-evaluation of 
the Advocate ore bodies. Results of this study indi- 
cate that although the original definition of the ore 
bodies remains valid, waste and low grade ore 
occurrences are greater and, in some areas of the 
ore bodies, more highly concentrated than originally 
defined. As a result, ore reserves have been re- 
calculated and reduced by 10.2 million tonnes to 
28.9 million tonnes. This has resulted in the in- 
creased depreciation and amortization charges re- 
ferred to above and reference is also made to Note 
13 to the consolidated financial statements. 


Johns-Manville Canada Inc. has studied the 
results of the geological re-evaluation within the con- 
text of the Advocate operation and canvassed 
several alternative mining plans. The only realistic 
options available are: 


(i) The abandonment of the West Pit with the 
North Pit to be mined out over the next three to 
four years, following which operations would 
cease or; 


(ii) a sufficient increase in Advocate asbestos 
fibre prices and additional financing to cover 
Advocate’s escalating costs, debt and other 
obligations and to permit the orderly devel- 
opment and mining of the West Pit ore body. 


The Board of Directors agrees that these are the only 
practical alternatives available to the Corporation. 
Fortunately, the Corporation is able to pro- 
ceed with alternative (ii) as agreement has been 
reached with Advocate’s asbestos fibre customers, 
Compagnie Financiere Eternit S.A. and Johns- 
Manville Sales Corporation, to a surcharge on the 
prices of Advocate fibre sold to them and, in addi- 
tion, certain shareholders and customers of your 
Corporation have extended an aggregate of 
$10,000,000 of debt financing to Advocate by way of 
term loans subordinated to Advocate’s bank in- 
debtedness. These loans bear interest at bank 
prime and mature December 31, 1985. Also, until 
Advocate has been returned to a more stable finan- 
cial position Johns-Manville Canada Inc. and Amet 
Corporation have agreed that management fees 
payable to them from 1980 forward will be deferred. 


Barring unforeseen operational problems, 
the new pricing structure and injection of new financ- 
ing should be sufficient to enable Advocate to con- 
tinue to meet its obligations, return to a positive cash 
flow position by 1981, and permit the.orderly devel- 
opment and mining of substantially all of Advocate’s 
ore reserves. On this basis the Advocate ore bodies 
should be depleted by 1993. This outlook is contin- 
gent upon ore availability, the develooment of the 
West Pit ore body and our ability to control costs. 


As indicated elsewhere in this report substan- 
tial operational improvements were made in 1979 
and are continuing. As well, a cost reduction pro- 
gramme has been implemented. The waste removal 
programme commenced late in 1978 to make addi- 
tional ore faces available for mining in the North and 
West Pits continues satisfactorily. As additional 
sources of ore are developed, the occurrences of 
pockets of low grade ore and waste in certain areas 
will not have as substantial an effect on fibre produc- 
tion levels as was the case in 1978 and 1979. 


Notwithstanding Advocate’s current difficul- 
ties, every effort continues to be made to maintain 
existing and wherever possible, improve environ- 
mental conditions. The Corporation’s $2.2 million 
Change house comprising shower, double-locker 
and improved lunch room and sanitary facilities is 
essentially complete and has been in operation 
since March, 1980. The new dry rock storage dust 


filtration system is complete and will be operational 
by early May, 1980. Environmental projects com- 
pleted in 1979 included the $2.3 million air handling 
system in the crusher and dryer building and a 
drive-through car wash for employees. 


In April, 1980 a new labour agreement with 
hourly paid employees was settled, which expires 
May 1, 1981. 


Your Corporation is deeply indebted to all of 
those who, in most difficult circumstances, have 
continued to work to make the Advocate operation 
successful. The operational gains that have been 
accomplished are attributable to the efforts of your 


General Manager, Johns-Manville Canada Inc., your 
Mine Manager, E. B. McKenna, his staff, and the 
Advocate work force as a whole. The support 
of Advocate’s customers is, as always, deeply 
appreciated. 


May 5, 1980. 


On behalf of the Board, 


EERE Gane 
Chairman of the Board and President. 


Report of the Manager on 1979 Operations 


To the President and Directors of 
ADVOCATE MINES LIMITED 


Coming off of a most difficult year in 1978 from 
the effects of the mine slide and other significant 
adverse factors, it was determined that major efforts 
would be required in 1979 to counteract these factors 
and attempt to stabilize the operation. 


Mining 

The total material moved from the mine in 
1979 was 14,985,100 tonnes. This record per- 
formance was made possible by significant im- 
provements in the overall mining operations. The 
present Mine Superintendent, appointed in 1978, 
completed his first full year in this assignment and 
dramatically improved many phases of the opera- 
tion. The drilling and blasting programs were first of 
all completely revised. Where previously there had 
been a continual shortage in drilling equipment avail- 
ability, utilizing three drills, at the end of the year 
there existed a surplus in equipment availability, 
utilizing only two drills. Better fragmentation was also 
achieved through improved blasting techniques, re- 
sulting in improved shovel operation. Considerable 
effort was also expended in improving the pit roads 
system, resulting in better truck availability and re- 
duced downtime at the crushing operation. There 
was also a re-organization in Supervisory personnel 
in the mine and through the efforts of the hourly paid 
work force, several new shift and daily production 
records were established. Equipment was also aug- 
mented to the dewatering system in order to facili- 
tate operations during the spring run-off. The 
physical configuration of the pit was significantly 
improved and this should enhance our ability to 
remove material from the lower levels of the pit in 
1980. 


Milling 

No significant additions were made to milling 
equipment in 1979, but steps, primarily through pro- 
cess control, were taken to ensure the maximization 
of the sales value of production. Some dedusters 
were added to recover fibre presently being lost to 
the tailings system. Considerable mechanical and 
electrical difficulties were encountered with the 
primary crusher, resulting in above normal downtime 
and costs. These were in the process of being 
rectified at year-end. 


Maintenance 


The position of Plant Engineer, which had 
been vacant for some time, was filled in 1979 by a 
competent engineer, experienced in the mining in- 
dustry. Significant improvements in the maintenance 
area were initiated in 1979, and the new mainte- 
nance programs will be fully established in 1980. 
These include a re-organization of supervisory 
personnel to ensure better utilization of our main- 
tenance work force, improved preventative main- 
tenance programs, and an increase in the size of 
stores operations to ensure better availability and 
efficiency of inventoried parts. The expansion of 
Advocate’s maintenance facilities neared comple- 
tion at the end of 1979 at a cost of $1,258,000 
expended over the last two years. 


Costs 


There was a dramatic increase in some major 
cost components at Advocate in 1979. The average 
annual compounded rate of cost increases over the 
four years, 1975 through 1979, was 20%. Specifi- 
cally in 1979 the total dollar increase over 1978 was 
128% in tires, 73% in fuels, and 93% in explosives. 
There were also substantial increases in the cost of 
maintenance materials and the majority of these 
were further adversely affected by the fact that they 
are purchased in U.S. dollars. Mine \management 
responded to these cost increases with an aggres- 
sive cost reduction program but it was not possible 
to completely offset these continuous cost increases 
by production efficiencies alone. Particular attention 
was paid to attempting to reduce energy related 
costs. Substantial reductions were also made in the 
work force. 


Environment 


Significant improvements were made in en- 
vironmental controls at Advocate in 1979. Most 
notable of these was the construction of an em- 
ployee change house which neared completion at 
the end of 1979 and which when completed will have 
cost $2,187,000. This building will provide our em- 
ployees with modern up-to-date facilities and is 
second-to-none in the industry. Other environmental 
control installations included the completion of the 
bag house to control dust emissions from our dryer 
stacks, equipment to add water to our tailings dis- 
posal system, automatic facilities for the washing of 
all vehicles leaving the property, and environ- 
mentally controlled lunch rooms for employees. 


Mine Manager 


The successful completion of all of the above 
positive factors were administered through the ca- 
pable and efficient management of the new Mine 
Manager, E. B. McKenna, who assumed his role on 
January 1, 1979. His personal contribution to 
the improved operation at Advocate has been out- 
standing. 


Fibre Production 


The major negative aspect of the operations 
in 1979, apart from rising costs, was fibre produc- 
tion. Total A-25 fibre production was 48,127 tonnes 
versus a plan of 55,221 tonnes. The difference was 
caused by an actual A-25 fibre recovery of 2.28% 
versus a plan of 2.70%. This dramatic fall off in 
recovery resulted in the formation of a task force to 
review all of the geological aspects of the Advocate 
ore body. The task force completed its work at the 
end of January 1980 and reported to the Advocate 
Technical Committee in February. Various mining 
plans were formulated on the basis of the revised 
geology. In addition, a consulting geologist was re- 


Operating Data 


A-25 Produced 
A-35 Produced 
Material Mined 
Ore Crushed 

A-25 Recovery 


May 5, 1979 


JOHNS-MANVILLE CANADA INC. 


J. P. Power, 
Vice-President 


1979 


48,127 tonnes 
11,279 tonnes 
14,985,100 tonnes 
2,107,000 tonnes 
2.28% 


tained to review the work of the task force and the 
conclusions reached. All of the work of the task force 
was Subsequently tabulated and along with recom- 
mendations, was presented to the directors in March 
and April 1980. It was determined that because of 
rapidly increasing costs a fibre price increase was 
essential which has been agreed upon by Advo- 
cate’s fibre customers. In addition $10,000,000 in 
new financing has been arranged with certain 
shareholders, and customers. Accordingly the 
directors, have approved aten-year mining plan that 
will require Advocate to continue to move 
15,500,000 tonnes of material per year. The 
approved plan will enable Advocate to develop the 
north and west zones using traditional methods con- 
sistent with previous plans. 


Labour Relations 


The Corporation’s labour agreement with its 
hourly work force expired on December 31, 1979. 
Through intensive negotiations, agreement was 
reached in April 1980 for a 16 month contract that will 
expire on May 1, 1981. 


1978 


35,311 tonnes 
4,527 tonnes 
9,132,961 tonnes 
1,529,300 tonnes 
2.31% 


ADVOCATE MINES LIMITED 


(Incorporated under the Laws of Ontario) 


Consolidated Balance Sheet 
DECEMBER 31, 1979 
(with comparative figures for 1978) 


ASSETS 
CURRENT ASSETS 


INCOME: ANG MINING TAXES TECeIVADIC © sais seen 
FITS IVEMtONy P55 res 255 alice says oom ose ae ae 
Storessand SUPDIES =: 25.08) sos socgi A eee 
PrePpaiGhexDeNnSesi coi Scns a ¥ aie ye» oe, Gane ete ere ee 


MINING PROPERTIES AND RIGHTS = (N@le?2 ie ee eee ee 
FIXED ASSETS 

Property, plant-and: CQuipment «cna, a1. eon eee 
Less: Accumulated cdiepreciations .< “= 2554 ae ee ee ee 


OTRMER ASSETS 
Mine development costs less amounts written off .................00.. 


Approved on behalf of the Board: 


EAE Cala 


Aldus n f — Director 


1979 1978 
$ 89,668 $ 124,639 
2 OSMROOS. 2,624,594 
374,660 602,321 
4,654,581 10,106,972 
3,041,205 “2,7 16, 84al 
170,966 201,390 
$11,782,473 $16,381,257 
$75,000 $ 75,000 
$31,060,495 $28,510,345 
14,218,262 10,724,902 
$16,842 233 $17,785:4a8 
$ 2,008,595 $ 2,197,595 
$30,708,301 $36,439,265 


LIABILITIES 
CURRENT LIABILITIES 


Dao OaNs SO CUlE CI NOLO) he Mitt. na ces cts Pao ts Halas Seale wea 
Pecos payable anc-acctied liabilities. <0 so. c4. enn ie ee oe e's ooo 
Crier Ooormlon OLlOng ter CEDl 3... .geun ck shea aeca nc eres ade ae un 


LONG TERM LIABILITIES 


Ba@oans ano Clecise=4 (NOlG 3 lente kucha: sates y cae SEES, WAG 
Conciniorealcales:contracUS (Note 4) on. ee ccc wee ace Da ee eves os 


iA 


ae ae Via Ue Omen ry eae re er ee Ra hs ea ck doe wae Ce 


Sa ReErOUDERS DEFICIT 
Capital 
Authorized and Issued 


0,000,000 Conamon sharesorS lpal Valuer. otk. o.6o. ss auee eek asus 
Bese DISCOUNL OM COMMmOn SNAlCS 4, sae... t cone noe ey hae do ee 


Meta crear s (MNCL) mnie peet eel. 2 On ws esa Glue. 


The attached notes are an integral part of these financial statements. 


1979 1978 
$11,430,000 $12,340,000 
10,476,653 5,280,556 
POOZRI96 662,198 
$23,568,851 $18,282,754 
$ 5,900,000 $ 4,500,000 
Slee eee leew Ae, 
b 6,809,672 > 5,621,870 
31,903.75 $ 3,906,765 
$ 6,000,000 $ 6,000,000 
SrelIGSe 3;0:17,999 
Dd: 2,162,005 $ 2,182,005 
(3,855,402) 6,445,871 
$ (1,673,397) $ 8,627,876 
$30,708,301 $36,439,265 


ADVOCATE MINES LIMITED 


Consolidated Statement of Loss 
FOR THE YEAR ENDED DECEMBER 31, 1979 
(with comparative figures for 1978) 


Valueonfibre OroduCed: oy xh.-oo 5 & dig tess ots cay eee eee 
LESS: 

OperatinG: COSTS tae eh were So weds te ie Og nce eee 
ALOR ESTA a: nc Fon ROR ree Cent le i cS Se fac uel ce RG ee Re ae 
Deoreciation OF equipment ov % ok.c 5 ahead hae 
Amonization of mine development costs... 2... 42... ee 
Special allowance for depreciation and amortization — (Note 13) ....... 


NeTIOSSSfOR TNE WEAN o cas a csr. aoe cs wee wee QU te 


Loss per common share 


Consolidated Statement of Deficit 
FOR THE YEAR ENDED DECEMBER 31, 1979 
(with comparative figures for 1978) 


Retained Earnings — beginning of year 
Less: Net loss for the year 


Retained Earnings (Deficit) — end of year 


The attached notes are an integral part of these financial statements. 


1979 1978 
$30,958,071 $21,357,433 
$37,119,115 $24,350,527 

2,409,330 1,5575097 
1,185,000 790,000 
115,000 80,000 
2,443,000 — 
$43,271,445 $26,777,624 
$12,313,374 $ 5,420,191 
$ ore HON $ 434,325 
1,953,590 1,554,426 
$ 2,012,101 $ 1,988;754 
$10,301,273 $ 3,431,440 
$ ae $ Or 

1979 1978 
$ 6,445,871 ty 617.318 

10,301,273 3,431,440 
$ (3,855,402) $ 6,445,871 


ADVOCATE MINES LIMITED 


Consolidated Statement of Changes in Financial Position 


FOR THE YEAR ENDED DECEMBER 31, 1979 
(with comparative figures for 1978) 


SOURCE OF WORKING CAPITAL: 
WOrGitionaisaies CONMaACE =, Seca nee eit ee Dee ee. 


USE OF WORKING CAPITAL: 

ee Os oe ree an Pee ee Re aw eae RW ee oO 

Ada: Items not affecting working capital 
ee © lO Went eMetrics Sere es OG Ni cect a Dea gue 
AMOnMIzZavon,. ol mine development COSIs’ (.. . ae... ve Sh eee See 
Special allowance for depreciation and amortization ............. 
Creme ell KOC ACSC S wa cn gels ok tilly deme 5 oa shy vaery SAS He 


DIONE One OOCTAUONS on Gna oe coe el es oe B Gd b wae acm plas bach Bibs’ 
Ge (Ace Olle AGSC Sen yee ie hited Soo Lek > Pa RSE otek 
PHN) 1S) ah HOUT (0) ES 19 i (=) 8) Nea gee a 
Cre hmeoOmonol (OMe tenmnOCOl 2 6 uence. eee fa audd sages af orp aid 


WeC lease NM WONKINCRC AON le ra heat Ae fae ca Ss Col eee kaw 
Working capital (deficiency) — beginning of period ................... 
NVOLKING Capital Cenelency =ChicrOr PEliOd 2... Ace es. ean ee ok yea ee 4 


The attached notes are an integral part of these financial statements. 


Auditors’ Report to the Shareholders 


1979 1978 
Co- Ee $ 1,284,068 
51,901 8,958 
2,400,000 aires 
$ 2,451,901 $ 1,293,026 
$10,3012739" S$ 3,481,440 
(1,185,000) ( 790,000) 
( 115,000) (80,000) 
(2,443,000) ee 
49,456 8,958 
1,953,590 1,554,426 
$ 8,561,319 $ 4,124,824 
2,613,265 2,628,800 
162,198 =e 
1,000,000 662,198 
$12,336,782 $ 7,415,822 
$ 9,884,881 $ 6,122,796 
(1,901,497) 4,221 299 
$11,786,378  $ 1,901,497 


We have examined the consolidated balance sheet of Advocate Mines Limited as at December 31, 1979 
and the consolidated statements of loss, deficit and changes in financial position for the year then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly included 
such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the 
company as at December 31, 1979 and the results of its operations and the changes in its financial position for 
the year then ended in accordance with generally accepted accounting principles applied on a basis 


consistent with that of the preceding year. 


Toronto, Ontario 
April 18, 1980. 


Loftus A. Allen & Co. 
Chartered Accountants 


ADVOCATE MINES LIMITED 


Notes to Consolidated Financial Statements 
DECEMBER 31, 1979 


Ti 


ACCOUNTING POLICIES 


a) 


Consolidation 

The consolidated financial statements combine 
the accounts of the Company with those of its 
wholly owned subsidiary, Advocate Concessions 
Exploration Company Limited. 


Determination of Income and 

Valuation of Inventories 

The determination of income based on value of 
production is considered appropriate because: 


i) annual fibre production is covered by sales 
commitments; 


il) annual sales could vary depending upon the 
length of shipping season and availability of 
vessels. 


Accordingly, the fibre inventory is valued at net 
realizable value determined by using net selling 
price at the end of the year and the value of 
production is determined by using average net 
selling prices throughout the year. 


Fixed Assets 

Fixed assets are stated at acquisition cost. De- 
preciation expense was provided for the year on 
a straight-line basis, using the lesser of the ex- 
pected life of the asset or the mine life. Based on 
ore reserves and current production, the mine life 
is approximately 14 years from 1979. 


Capitalization of Lease Obligations 

The Company leases with options to purchase, 
various types of mine equipment where the lease 
period approximates the estimated useful life. 


Where there is evidence that substantially all the 
benefits and risks of ownership have been trans- 
ferred to the lessee, The Canadian Institute of 
Chartered Accountants now requires with re- 
spect to those leases entered into after January 
1, 1979 that: 


i) the leased equipment be accounted for as 
assets and 


li) the future obligation under the leases be 
accounted for as a liability. 


The Company has adopted this recommendation 
on a prospective basis. Amortization of leased 
equipment. will be provided on a basis that is 
consistent with the depreciation policy for other 
similar assets. 


Mine Development Costs 

All costs incurred in developing and placing the 
mine in production have been capitalized and 
amortized on the basis of ore reserves and tons 
mined. 

Income Taxes 

The Company follows the tax allocation method 
of accounting for income taxes under which full 
provision for taxes is provided on reported net 
income regardless of when transactions are rec- 
ognized for tax purposes. 


Deferred income taxes on the balance sheet 
result principally from claiming capital cost allow- 
ance and mine development costs for tax pur- 
poses in excess of depreciation and amortization 
provided in these financial statements. 


Provincial mining taxes are calculated on net 
income and are therefore included with provi- 
sions for Federal and Provincial income taxes. 
g) Comparative Figures 

For purposes of comparison, the 1978 figures for 
miscellaneous taxes payable (other than income 
and mining taxes) have been combined with 
accounts payable and accrued liabilities to con- 
form with 1979 presentation. 


MINING PROPERTIES AND RIGHTS 
The company holds: 


a) Two 50 year mining leases covering 623 acres 
expiring in the years 2014 and 2019 respectively 
where the Company is carrying on its present 
mining operations. 

b) A20% interest in the net profits (as defined) from 
all mining operations carried on by Consolidated 
Rambler Mines Limited on two 21 year mining 
leases (known as the Ming Extension), after re- 
covery of all exploration and preproduction ex- 
penses incurred by that company. The cumula- 
tive net profits from the Ming Extension have not 
yet exceeded the exploration expenses and no 
income was due to Advocate in 1979. 

c) One extended license (covering 16 mining 
claims) held under an agreement with Selco Min- 
ing Corporation Limited under which Advocate 
has a 7'/2% non-assessable undivided interest in 
the mining property and a right to a further 5% 
undivided interest upon paying 5% of the cost of 
bringing any designated mine into production. 

d) Approximately 500 acres of land held in fee 
simple on which the Company’s dock, mill, office, 
garage and houses are located. 

During the year the Company allowed five develop- 

ment licenses to expire. 


BANK LOAN AND CREDITS 

The bank operating loan, bank term credit and 
bankers’ acceptances credit are secured by a de- 
benture dated November 15, 1976 in the total amount 
of $22,000,000, registered in the names of Canadian 
Imperial Bank of Commerce and The Bank of Nova 
Scotia constituting a first floating charge on all the 
company’s undertakings, property and assets. 

The bank operating loan is repayable on demand and 
is subject to annual review. 


The bank term credit and the bankers’ acceptances 
credit provide for repayments at $750,000 per annum 
subject to review in 1981. Interest is payable on the 
bank term credit at the banks’ minimum lending rate 


plus 1% per annum. The interest payable and the 
service fee on the bankers’ acceptances credit is the 
current rate in effect from time to time. 


If at any time no market exists for bankers’ accep- 
tances so that Advocate is unable to issue bankers’ 
acceptances, the amount of such bankers’ accept- 
ances shall be advanced by the banks to Advocate 
under the bank term credit and thereafter shall be 
treated in all respects as an advance under the bank 
term credit. 


The detail of the outstanding amount as shown on the 
balance sheet is — 


Bankers’ acceptances credits 


Instalments due and shown 
as a current liability — 
1979 paid January 
1980 $ 750,000 
1980 due December 
1980 750,000 


$ 7,400,000 


1,500,000 
$ 5,900,000 


CONDITIONAL SALES CONTRACT 

In 1978 the company acquired certain fixed assets 
under a conditional sales contract which provides 
that title is to remain with the seller until the full 
purchase price is paid. The principal payments are 
$13,516 per month for 96 months with interest at 
2% over prime. 

The details of the outstanding amount at December 
31, 1979 are as follows: 


Total Liability Si lt24;870 
Instalments due in 1980 and 
shown as a current liability 162,198 
$ 959,672 
LEASE OBLIGATIONS 


The Company has entered into capital lease agree- 
ments prior to January 1, 1979 with varying expiry 
dates to 1986. The rental expense charged to oper- 
ating costs in 1979 was $3,636,998 (1978 — 
$3,163,951). 

Had such leases been accounted for as capital 
leases on a retroactive basis, leased equipment 
would have been included as an asset on the 
balance sheet: 


1979 1978 
Equipment S19 oS.br 1 #519933,571 
Less: Accumulated 
amortization 6,917,505 4,632,821 


$12,216,066 $14,500,750 


The amortization which would have been charged to 
operating costs had such leases been accounted for 
as capital leases is $2,284,684 for 1979 and 
$1,708,789 for 1978. 


The future minimum lease payments (excluding sales 
tax and calculated at base interest rates) under capi- 
tal leases (entered into prior to January 1, 1979) 
that have non-cancellable lease terms in excess of 
one year are as follows: 


1979 1978 

1979 $ — $73) 172,0068 
1980 3,251,442 3) 25) 4A 
1981 SOO 4a hr SSSA 
1982 3,294,431 3,294,431 
1983 2,891,142 2,891,142 
1984 343,699 343,699 
To 1986 606,978 606,978 
Total minimum lease 

payments $13,775,169 $16,948,557 


Less: Imputed interest 

Present value of 
minimum lease 
payments 

Portion of obligation 
due in one year 


2120 1,003 3,349,135 


$11,513,576 $13,599,422 


20110 2,085,846 


Non-current portion 


of obligation Ono, OO ;e2 Ib 15513,076 


Had such leases been accounted for as capital 
leases, the present value of the minimum lease pay- 
ments of $9,155,821 (1978 — $11,513,576) would 
have been shown as a long term liability and 
$2,357,755 (1978 — $2,085,846) as a current liability. 
Interest expense related to this liability would have 
been $1,087,542 for 1979 (1978 — $1,212,409). 

The net loss for 1979 would have decreased by 
$123,000 (1978 — $113,000) had such leases been 
accounted for as capital leases. 


There were no capital leases entered into in 1979. 


REMUNERATION OF DIRECTORS AND OFFICERS 
The aggregate remuneration paid to the directors and 
the five highest paid employees of the Company for 
1979 was $186,926 (1978 — $173,933). 


PENSION PLANS 

The Company maintains pension plans which cover 
substantially all of its employees. The unfunded past 
service liability of the employees’ pension plan at 
December 31, 1979 is $607,100 (1978 — $628,800). 
The unfunded liability will be paid and charged to 
earnings over 17 years by annual instalments of 
$56,400 including interest. 


LEGAL ACTIONS 

The Company together with others, is a defendant in 
product liability suits in the United States in which 
substantial damages are claimed for alleged injuries 
to the health of asbestos workers by reason of inhala- 
tion of asbestos fibre. The Company denies all liability 
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tale 


in these actions. Neither the existence of liability nor 
the extent of any possible damages can be deter- 
mined at this time and accordingly, no provision for 
such liability, if any, has been made in the financial 
statements. 

In 1977, the company wharf, at Baie Verte, Newfound- 
land, was damaged by a ship during loading opera- 
tions and the Company sued the ship’s owners for 
approximately $20,000. The ship’s owners filed a 
counter suit in which they claim damages of approxi- 
mately $250,000 to the ship by reason of alleged 
failure by the Company to provide a safe berth. There 
is insufficient information available at this time to 
determine the merits of the counter suit. 


INCOME TAX RE-ASSESSMENT 

Late in 1978, the Company received a Federal income 
tax re-assessment in respect of the 1976 taxation year 
for approximately $375,000 arising principally from 
the disallowance of earned depletion. The Company, 
on advice from legal counsel, has filed a notice of 
objection to the re-assessment and maintains that it is 
entitled to the deduction for earned depletion. Full 
provision for income taxes has been made in the 
financial statements for adjustments other than the 
disallowance for earned depletion. 


POTENTIAL FUTURE TAX BENEFITS 
As at December 31, 1979, the Company has the 
following future tax benefits: 


i) loss carry forwards of approximately 
$11,827,000 available for deduction against 
future taxable incomes of which $3,125,000 
expires in 1983 and $8,702,000 expires in 
1984; 

li) earned depletion base of approximately 
$2,685,000 which is available as a de- 
duction from income for tax purposes at the 
rate of 25% of resource income, and 


iil) investment tax credits of approximately 
$850,000 which may be applied against fu- 
ture tax of which $50,000 expires in 1982, 
$42,000 expires in 1983 and $758,000 ex- 
pires in 1984. 
The potential future tax benefit attributable to these 
deductions is approximately $8,106,000. 


In accordance with generally accepted accounting 
principles, this potential tax benefit has not been 
recognized in the accounts. 


PREFERENCE SHAREHOLDERS’ AGREEMENT 


On December 31, 1976 the Company redeemed, out 
of working capital and borrowed funds, its then out- 


ee 
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standing 125,058 41/2% cumulative redeemable pref- 
erence shares of the par value of $100 each. By 
agreement dated as of November 30, 1976, sub- 
stantially all of the holders of the preference shares 
agreed to pay to the Company the amount, if any, by 
which the net after tax cost of servicing the bank 
indebtedness, incurred to redeem the preference 
shares and to replace the working capital used to 
redeem the preference shares, exceeded the divi- 
dends that would have been paid on the preference 
shares had they not been redeemed in 1976. For the 
purposes of the November 30, 1976 agreement it was 
assumed that the last of the preference shares would 
have been redeemed in 1979 pursuant to the original 
1958 financing agreement between the Company, the 
holders of the preference shares and others. 


The determination of the amount, if any, to be paid to 
the Company by the former holders of the preference 
shares is to be made at the time that the bank in- 
debtedness, which as of January 30, 1980 had been 
reduced to $4,500,000, is repaid by the Company. As 
at December 31, 1979, the amount that would have 
been owing to the Company would have been 
$285,000 subject to reduction or elimination if the 
1979 loss Is utilized to reduce or eliminate future 
taxes. As there is no virtual certainty as to the amount 
owing to the Company as at December 31, 1979, no 
amount has been recorded on the books. 


SUBSEQUENT EVENT 
Subsequent to December 31, 1979, the Company 
entered into financing arrangements whereby: — 


a) Certain shareholders and customers of the 
Company have loaned $10,000,000 to Advocate 
by way of notes due December 31, 1985 subordi- 
nated to the Company's bank indebtedness with 
interest at bank prime. Subject to the prior con- 
sent of the Company's bankers, the Company 
may prepay the notes in whole or in part prior to 
maturity without notice, penalty or bonus. 


and 


b) Advocate’s asbestos customers have agreed to 
a surcharge on the price of fibre sold to them. 


DEPRECIATION AND AMORTIZATION 

The Company has re-examined the geological infor- 
mation in light of current economic conditions and has 
revised the ore reserves downward at December 31, 
1979 to 28.9 million tonnes. As a result, additional 
depreciation of $2,369,000 and amortization of 
$74,000 on account of prior years has been recorded 
inthe statement of loss as a special allowance in 1979. 


Five Year Financial Summary 


FOR THE YEAR (in thousands) 

Vale oi iiere produced... 6. eb 
eT SeMCCOGIS: yee ks ee ol oe 
Amortization and depreciation.............. 
2 CU SAO alte SET SCN en els ie 
Ree RM ca kis yy sta ha eigen 
Ame rSe MOON DORIC Sain a Ok ee 


Provision for (recovery of) income and 
PRIA ee er Cs ue nh oe cere 


BRNO MOSS Inc ii Gen Ou i kee, 
Provision for cumulative preference dividend . 
eG O aE IOSS) Cece ek ae ees 


BO ti ok) a sha), eae Pin Canis 
Working capital generated ........0........ 
TS SUNS EEA RRS SAE a aye es oD aCe ONO 
Working capital from long-term loan......... 
Working capital used for 

PIGISreNGeTOIVIGENG oo... ee os 
BoM PeIViGenae "yc... OS 
Redemption of preference shares .......... 
Dea Gants, s Behe een Whol, 
Current portion of long-term debt ........... 
AT THE YEAR END (in thousands) 

Working capital (deficiency)................ 
eS OS ict ear Chom sik nia cain soca 
Preproduction and mine development costs . 
iene sSels aE COSI. iadta, Pee bene Ss 


Meee OMcl-teni CODE uur aa ae ee es oa 
bess detened. taxes. 2 i eo ahs 


Total shareholders’ equity .................. 

Preference shares, par value............... 

Common shares, book value ............... 

Common shares book value per share*...... 

PRODUCTION 

Fibre production (tonnes) A-25 ............. 
POS Waa ey eaues ek 


SCSI AG Rin SRN See AS Aa ee ea 


NVASHGNOMONe ALO ener ts seen. Aste wne aS 
Recovery from ore crushed ................ 
Ore reserves (thousands of tonnes) ......... 


eee eee 


$ 


2,613 
1,162 


(11,786) 
16,842 
2,009 
75 


7,140 


5,900 
1,953 


960 


$ 


(1,902) 
17,785 
2,198 
ig 


18,156 


4,500 
3,907 


1,121 


$ 


1,110 
TLS 
2,900 


4,221 
15,946 
2,278 
(fs) 


22,520 


5,000 
5,461 


12,059 


2.18% 
28, 900** 


2.60% 
41,439 


*1975 is restated to give retroactive effect to full tax allocation accounting for mining taxes and the settlement of federal income tax 


reassessments for 1968 and 1969. 


**After recalculation as at December 31, 1979 and reduction by 10.2 million tonnes. 


